Abstract. This paper investigates an array of nominal systems for the Polish economy, of domestic price level, import prices, exchange rates, money stock, nominal wages, and real output, and conducts I(1) and I(2) cointegration analyses. Post-stabilization monthly data are used, 1991:5-1999:12. A test for the presence of a price-wage spiral is performed, and the stabilization package is compared to its realization. The long-run homogeneity hypothesis, the impact of monetary and incomes policies, and of external sector variables on long and medium run price development are studied. It is found that in Poland, contrary to some earlier studies, the external sector is not important for the long run price development. On the contrary, very strong evidence is found of the cost-push inflation.
Introduction
The transition from a planned to a market economy has brought into macroeconomics a problem of creating efficient stabilization programs in countries where financial and monetary institutions have not been properly established. Liberalization started at different times in different countries but in all of them there was a subsequent period of high (or even hyper-) inflation and a slump in output. Some countries' stabilization packages gave a quicker and more sustainable cure, while others found themselves stagnating for years. This paper is concerned with an analysis of the Polish post-stabilization data, and sheds some light on the macroeconomic policies that actually led to stabilization. A wide range of often very controversial results concerned with Polish inflation factors is described in the literature (Brada and Kutan, 1999; Christoffersen and Doyle, 2000; Enev and Koford, 2000; Marcellino and Mizon, 2000; Dibooglu and Kutan, 2001) . Interestingly, there is no consensus on the policies that made Polish stabilization possible and so quick. In this paper, I give a strong empirical evidence of the hypothesis that incomes policy (so called popiwek tax), and not the imported disinflation (as many argued), was the decisive factor of the Polish stabilization.
It has been established that during transition periods many variables that are normally I(1) come closer to I(2) processes for considerable periods of time. In this paper I am trying to benefit from the structure of the cointegrated I(2) VAR model, in order to conduct more reliable econometric analysis. By considering an array of systems, it becomes possible to show the robustness of results and to choose a proper nominal-to-real transformation.
The rest of the paper is organized as follows. The next section reviews relevant literature and discusses particular features of the Polish transition. The third section continues with a cointegration analysis of Polish data. The fourth section concludes. The Appendix is a sketch proof to argue for the relevance of standard tests in the I(2) framework (adapted from Juselius, 2002); it compares the useful properties of I(1) and I(2) processes.
Theoretical framework and relevant literature
Economic theory suggests that there are three main channels that fuel inflation: monetary, labor, and external sectors. These are supposed to generate inflation due to excess money supply, nominal wage increases above the rate of increase of productivity, or due to the transmission of foreign (dis)inflation (see, e.g., Artis and Kontolemis, 1996) . In the following subsections these channels are discussed in more detail and the existing literature is reviewed.
MONETARY EXPLANATION
No consensus has been reached on whether monetary mechanisms were an important factor for inflation in Poland. The conclusion critically depends on the technique used, and the period under investigation. Most of the papers, however, argue in favor of 'no effect ' (Brada and Kutan, 1999; Christoffersen et al., 2001; Kim, 2001) .
In particular, Brada and Kutan (1999) argue that stabilization in Poland is not a result of effective monetary policy (as commonly believed), but is mostly due to the import price decrease at the time. They find that monetary policy has been relatively ineffective in controlling inflation, and that inflation would return should foreign prices increase again.
However, some authors mention the monetary sector as an important part of inflation formation in Poland (Wozniak, 1998; Dibooglu and Kutan, 2001 ).
LABOR MARKET EXPLANATION
Due to the importance of non-monetary (real) shocks in transition countries (Dibooglu and Kutan, 2001) , heterodox 1 stabilization programs were advised by the international organizations for the transition countries, and for Russia and Poland in particular.
